market cannot be understood without considering what came before. Then we turn to look at wage determination and the evolution from administered to market determined remuneration. Employment issues are considered next, with particular emphasis on the impact of the radical urban reform of the second half of the 1990s and the mass retrenchment that it entailed. We conclude by considering some of the remaining problems and challenges for future labour policymaking in China.
Introduction
In the period prior to urban economic reform, China had no labour market. Instead, from the 1950s to 1980s, it had a system of wage administration and labour allocation. This system gave the state -essentially the Chinese Communist Party (CCP) -great powers to pursue its various objectives, including the relentless pursuit of urban industrialization, egalitarianism and party control.
The Chinese labour system was set up in the 1950s and based on the Soviet model. The main functions of this administered labour system included bureaucratic allocation of labour and determination of wages. Labour mobility, whether between jobs or between localities, was strictly controlled and severely restricted. The centralized control of enterprises provided no inducement for the efficient use of labour, and indeed surplus labour was imposed on enterprises. Workers had few material incentives to acquire human capital, to work efficiently, or to improve work methods. On the one hand, the system was characterized by immobility, lack of incentives, overstaffing and inefficiency. On the other hand, it avoided open unemployment and serious urbanization problems, it provided employees with security, and it achieved egalitarian objectives. In essence, the dilemma between these two sets of conflicting objectives still haunts China's labour policies today.
It has been just over 30 years since the launch of the economic reform (1978) . During this period, a Chinese labour market has evolved, although arguably it has still not fully formed. In this chapter, we provide an overview of this evolutionary process and evaluate labour policy: its changes and their consequences. We start by summarizing the labour system that had been in place before the reform, as the process of reforming the labour
Origins of Chinese Labour Policy
Compared with the Soviet Union, China was more of an agrarian economy. The Chinese Communist government inherited a very small industrial sector, which employed only 3 million workers in 1949.
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Arable land was already fully cultivated in the 1950s, and labour was abundant in relation to land. The new government adopted a development strategy of urban industrialization. This had to be achieved without the benefit of international trade and foreign investment. The government decided on a policy of central planning to raise saving and investment and thus to accelerate industrialization. All decisions relating to saving, investment, production and resource allocation were planned and administered by the central government and its extended hierarchical structure (Naughton, 1995) .The method of accumulation was by means of the 'price-scissors' policy, adopted from the Soviet Union. The prices of industrial goods were raised and those of agricultural goods were held down. The low price of food depressed peasant incomes and reduced the nominal wages of urban workers, while the high price of manufactures permitted centrally planned re-investment of the profits of the state-owned enterprises. In this way the peasants effectively paid for industrialization (Knight and Song 1999a, Chapter 7) .
A second characteristic that distinguished China from the Soviet Union and other countries was the sharpness of the rural-urban divide. The ratio of urban to rural average household income and consumption per capita exceeds 2 to 1 and was as high as 3 to 1 throughout the period of central planning. The underlying reason for this disparity was a version of the 'efficiency wage' explanation for wages above the competitive market level: the need for social stability and worker compliance in the cities. What made the disparity possible was the restriction of rural-urban migration (Knight and Song 1999a, Chapters 2, 8) .
The overwhelming economic problem facing the incoming Communist Party government was shortage of food. Food supply was to be the main issue in the formative years. Although food production increased rapidly
